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1101 Pennsylvania Avenue, N.W.
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Washington, D.C. 20004

Tel. 202.347.2771
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ORIGINAL

Mr. William F. Caton RECE I VED

Acting Secretary J

Federal Communications Commission UL 2 8 1997
1919 M Street, N.W., Room 222 FEDERAL COMMUMC
Washington, D.C. 20554 mmmmm

Re:  Notice of Ex Parte Communication
Broadband PCS C and F Block Installment
Payment Restructuring; WT Docket No. 97-82

Dear Mr. Caton:

On Friday, July 25, 1997, representatives of NextWave Telecom
Inc. (“NextWave” or “company”) met with David Siddall, Legal Adviser
to Commissioner Ness, to discuss issues in the above-referenced
proceeding. The views expressed by NextWave’s representatives were
previously presented to the Commission in the company’s written filings,
and a copy of material distributed by NextWave at the meeting is included
with this letter.

In accordance with Section 1.1206 of the Commission’s rules, an
original and two copies of this filing are being submitted to you today.
Please direct any questions concerning this matter to me or Michael Wack
at 202-347-2771.

Sincerely,
Janice Obuchowski
NextWave Telecom Inc.
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Debunking the 10 Biggest Myths
About Restructuring

July 25, 1997
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Myth #1: Restructuring Harms Taxpayers

¢ The NextWave proposal provides for payment in full of all
principal and all interest -- Government remains whole.

¢ Restructuring is not corporate welfare. PIK-based
payment schedule is a standard industry practice.

Company Non-Cash Period Instrument

McCaw 4.5 Years Senior discount debentures
Nextel 5.5 Years Senior discount notes
Clearnet 6 Years Senior discount notes
Aerial 10 Years Zero coupon due 2006

Sprint 5 Years Senior discount notes



¢ The result most harmful to taxpayers will be a reauction,
which will yield “fire sale” prices.
— Impact of 2.3 GHz auction on spectrum market

— Impact of extended 2+ year headstart; there are now more than
100 A and B markets built and operating.
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Myth #2: The Commission has the option of
“waiting 1t out”

¢ “Temporary” steps only exacerbate financial market’s lack
of certainty concerning ability of new entrants to compete
in an era of market consolidation and changing spectrum
and budgetary policy.

¢ Unbuilt spectrum 1s a “wasting asset” given buildout and
customer acquisition progress by incumbent competitors.

¢ Every day of delay adds to incumbents’ already substantial
time-to-market advantage, undercutting the public policy
goal of fostering wireless competition.

¢ Further market improvement is inherently speculative.



Myth #3: Entrepreneurs’ auction is already a success

¢ No stand-alone C Block licensee has completed a public
debt or equity offering in 1997.

¢ Licensees seeking restructuring comprise over 90% of the
top 50 C Block POPs and 95% of top 50 markets.

¢ Without those C Block licensees, remaining Entrepreneurs
cannot succeed in providing nationwide, robust
competition to incumbents.

¢ Many small entrepreneurs have not been able to actively
participate in this proceeding; lacking funds to do so they
have relied on industry advocates such as NAPE.



Myth #4: Financing is available as evidenced by
financing of other wireless carriers

¢ All reported financings involve either established carriers
or entities funded by established carriers.

¢ All participants on Finance Panel at WTB Public Hearing
agree that C Block cannot be financed under existing
payment structure.



Myth #5: C Block success not prerequisite to
wireless competition

& 75% of cellular/PCS spectrum is controlled by “Legacy”
telecommunications players with a tendency towards
oligopolistic behavior.

¢ Absent new C Block entrants, markets will see license
consolidation and ultimately end up with only 4
competitors.

¢ Legacy players are not providing competitive
opportunities to small businesses and resellers today.
C Block entry is needed to change this equation.

(More)



& '
T
€ ey

¢ Today, 70% of resellers are denied volume discounts that
Legacy carriers offer their own retail customers;

¢ Even AT&T Wireless, the largest wireless carrier, has
informed the Commission that it cannot obtain reasonable
roaming/resale agreements with incumbent carriers.

¢ Rapid buildout of C Block infrastructure needed to create
new market entry opportunities for resellers.



Myth #6: The C Block bidders were reckless and
deserve no Commission consideration

¢ CBO report found that C Block prices were reasonable.

¢ CBO report also states that A and B Block prices were
lower than C Block prices because of a relative lack of
competition in that auction. A and B Block auction
bidders received bargain prices.

¢ The eligibility ratio in the A and B Block auction was 1.9;
the eligibility ratio for the C Block was 6.7.

.
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per-megahcrtz price paid for the Chicago licenses was
$1.05—notably higher than the prices paid for the sin-
gle compeutivelv auctioned licenses in the New York
and Los Angeles markets ($0.56 and $0.86. respec-
tively). Prices could be expected to vary between mar-
kets on the basis of consumer demographics—income
and time spent commuting in automobiles, for exam-
ple—but differences as large as those evident in the
A&B block auction are too great to be explained by
such factors.

Additional questions about the efficiency of the
distribution of licenses in the A&B block auction and
the two other broadband sales that followed it are raised
when the average prices for licenses are compared. The
average per-person, per-megahertz price in the A&B
block was about $0.50. The C block auction registered
a substanually higher price of about $1.35. which drops
to about $0.80 after adjusting for the terms of the in-
stallment payments available to the small businesses
that won C block licenses (see Box 1, which discusses
the differences in prices paid for licenses in the A&B
and C block auctions). In contrast, the average price in
the D.E&F auction was about $0.35, lower than that
reported in either of the broadband PCS auctions that
preceded it. Prices could be expected to vary among
the auctions because the licenses sold granted the night
to use different-sized blocks of spectrum that allowed
the licensee to operate in different-sized geographic
areas. Nevertheless, the ranking of average prices from
high to low corresponds to the potential competition in
each of the auctions as measured by the eligibility ratio.
That ratio was 6.7 for the C block sale, compared with
1.9 for the A&B block sale and 1.7 for the D,E&F sale.

Why wasn't the A&B block auction more competi-
VT E . : ;
FCC restricted participation by the current holders of

llular licenses an ’ - ]

Join forces before the auction began. Both decisions
should be evaluated - In
and ensuring competition in the auctions for licenses to
participate in those markets. Specifically, the commis-
sion chose to sacrifice the opportunity to maximize auc-
tion receipts to ensure an adequate number of techni-
cally capable and financially sound service providers
and, ultimately, to sustain the competitive pricing and
services that such providers would bring to telecommu-
nications markets.

Table 2.

Total Popuilation in Markets for Personal
Communications and Cellular Telephone Service
Covered by the Three Largest Winners in the A&’
Block Auction (In millions of people)

Personal
Communi- Cellular
cations Telephone
Services Services - Tote
AT&T 107.0 68.3" 175
WirelessCo 1449 28.4° 173
PCS PrimeCo 57.2 110.4¢ 167

SOURCE. Congressional Budget Office based on Peter Cramtc
"The FCC Spectrum Auctions: An Early Assessmer
(draft, University of Maryland, July 15, 1996), Table
and Celiular Telephone Industry Association, The Wir
less Marketbook (Spring 1996).

a. Estimated as the difference between the total mobile telephor
population as reported by the Cellular Telephone Industry Assoc
ation and the total population in the personal communicatior
services markets as reported by Cramton.

b. Represents the cellular telephone markets of WirelessCo pa:
ners Comcast (7.6 million people) and Cox Communicatior
(20.8 mitlion people).

c. Represents the cellular telephone markets of Bell Atlantic/NYNE
(57.7 million peopie) and AirTouch (55.2 million peopie) adjuste
downward by 2.5 million people for overiapping licenses in A
zona markets.

The result of the A&B block auction that mos
strongly suggests an efficient distribution of license
was the success of bidders in aggregating groups ¢
licenses. Each of the three largest winming bidders-
AT&T. WirelessCo, and PCS PrimeCo—won license
that enable them to offer nationwide service®* Th
PCS licenses won by AT&T and PCS PrimeCo, whe:
combined with the cellular telephone licenses that eac.
bidder already owned, provide nearly complete nationz
coverage. WirelessCo, the largest winner in the auc
tion, had the smallest cellular coverage but won 29 PC!

24, WirelessCo is a combination of the long-distance telephone compan
Sprint and three large cable television companies (TCI, Comeast, an
Cox Communications). After the A&B block auction, WirelessC
changed its name to SprintCom. PCS PrimeCo is a combination ¢
three regional Bell operating companies (NYNEX, Beli Atlantic. an
USWest) plus AirTouch (a spin-off of another former Bell company
PacTel), which provides cellular telephone service in PagTels operat
ing area. T
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Myth #7: A change in the rules at this date would be
unfair to other bidders

¢ No rule change is required. Pre-auction FCC rule permits

restructuring of payment obligations (Section
1.2110(e)(4)(11)).

& Parties whose models valued spectrum the highest would

have won regardless of what rules were in effect at the
time of the auction.

¢ Entities such as Fidelity/GO Communications, left the
auction with standing high bids that would not be
financeable in today’s market, e.g., GO Communications
$58.24 net per POP bid for Miami, North Coast Mobile
$52.45 net per POP bid for New York, and U.S. AirWaves
$38.46 net per POP bid for Dallas.
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Myth #8: Restructuring would create harmful tax
impact

¢ The “Discharge of Indebtedness” tax code section
expressly does not apply here.

& That section does not apply, and no discharge of
indebtedness is realized where:

— An entity’s habilities (in this instance, including license debt)
exceed its assets; or,

— The debt arises from the purchase of the property at issue.
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Myth #9: Revision of bankruptcy laws 1s necessary
to protect the integrity of the auctions.

¢ Change in bankruptcy laws would further complicate
financing opportunities at a time when financing for new
entities already 1s scarce.

¢ It is ironic that many parties who argue that rules should
not be changed also argue for changes in the bankruptcy
laws themselves.
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Myth #10: Restructure would compromise the
integrity of the auction process

¢ The Commission has performed incredibly well in
conducting auctions, but the enormity of the process
assures that the work done to date has not been perfect and
should be changed as circumstances warrant.



The Truth of the Matter:

“Winning [C Block] bidders fashioned bids 1n
accordance with the best information available at
the time. Subsequent unforseen and unforseeable
events, however, conspired to diminish the value
of the licenses and close the financing window for
start-up PCS ventures. The major event was

collapse in market value for radio licenses.”

— Larry Darby, Darby Associates, 7/21/97 (emphasis
added)

p




The Truth of the Matter:

“To the extent that the C Block delays continue, it
is a boon to incumbent operators, as the
competitive landscape will not become as heated

as quickly as anticipated.”
— Jeffrey L. Hines, NatWest Securities, 6/30/97



The Truth of the Matter:

“Omnipoint should also benefit if the terms [of
the Government financing] are not changed
because some of its competition would come even
later, if ever, to the market.”

— Richard Prentiss, Raymond James and Associates,
7/8/97



The Truth of the Matter:

“The continued delays in C Block financing are a
positive for both cellular and PCS: (1) it delays a
new entrant and (2) any reduction/easing of terms
will create a less desperate competitor and
therefore maintain a more rational market. This
particularly extends the lead enjoyed by existing
PCS players such as Omnipoint, Western
Wireless, and Aerial.”

— Thomas J. Lee, Smith Barney, 7/11/97
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Conclusion

¢ There is a win/win solution for competition and taxpayers.

¢ Rescheduling keeps government whole.

— Ability to ensure taxpayer and competition

¢ Reauction’s limitations

R 2



SMITH BARNEY INC."
FROM: BRUCE BARGE

THOMAS J. LBE .
Comments on W5J article on FCC changes to C-block paymeats; not a surprise

07/11/97 Mobile Communication Systams (U.S. OMLY) THOMAS J. LEE
~——SHOMRRY =

* According to WSJ article today, the PCC is expected to announce changes
for the C-block PCS licensess from gquarterly to annual interest paysents

*+ The change in our opinion iz not a surprise givea tha FCC previously
"indeofinitely” delayed quartsrly pasymeats on ths debts

* This does little to address the critical challenge facing C-block
holders — their high prices paid makes finsucing nearly impossible

Net-pet: the continued in C-block finmmcing are a positive foxr both

and (2

ce and PCB: (1) it a reduction/ens

of terms will creats a less des competitor and therefore maintain a
= - sperate

existing PCS players such as csmipoint (ONPY-26, target $31),

Western Wirevless (WWCA—2S, target $29) and Asrial (AERI~3S, target $14)

07/11/97 Mobile Cosmunication Systems (U.S. ONLY) THOMAS J. LEE
~~OPINION:
According to an article in the Wall Street Journal today, the FCC is
to anmounce changes in interest installment payments forxr the

C-dlock PC3S (personal commmications servics) licensees from guarterly to
anaual interest paymsats. |

|
++ The change in our epinion ic not a surprise givem ths FCC previously
"indefinitely” delayed quarterly paymsnts an rthe debts.

b lmwmmmuu-nts‘donlittletoaﬂmsm
critical challenge facing many C-block licenss holders — their

y high prices paid (compared to previous auctiocn winaaers)
makes obtaining finsncing nearly impossible, and therefore delays their
estrance into ths wireless marketplace. i

!

** V%We beliove mny resclution to the debt outstanding will involve
protacted negotiztions and probably uitimately result in one of two
scenarios: (1) a revocation and reanction of the spectrum of defaulted
C-block license owmers or (1) an effective reduction of the preseat valus
of the debt owed to the FCC either through a reduction in principle value
or extumsion/modification of psyment terms.

Net-net: We reitarate that the coantinusd delays in C-block financing are a
positive for existing wireless carriers, both cullulax and PCS, for two
reascus: (1) it delays a new eatrant in the marketplace and (2) any
reduction/easing of financing texms will creste a less desperate competitor
-ﬁm”lmeuhuhnnwW._nT.ch&,&_
appears that ths wirsless marketplace in the mext few years 1l be a less
Sxowded spacs (4 players total) than originally envisiocned twelve months
#90. We would note the following three cbserwations:

f. This extends the time to market lead ewjoyed by existing new entrants

(PCS, or personal commumications services) players snch as Ommipoint
(OMPFI-raced 23S, target $31), Western Wireless (WWCA-rated 25, &et $29)

and Aerial tions (AKRL—rated 35, target $14) and 1ld be buyer:
of their stock. ( ’ 516 e s

2. Delays in ths C-block also benefit the cellular incumbents inc)uding
"3¢0 Comsmnications (XO~rated 2N, target $30), AirTouch (ATI-Tated 3k,
target $28), Vanguard Cellular (VCELA-rated 3R, targwt $14) as their
existing market share will be subject to less intense competition (one less
tor). Still, we believe urban cellular carriexs are subject to the
"cellular straight—jacket™ and thersfore remain csutious on AirTouch (see
our 1097 review dated Mav 15. 1997).
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WIRELESS WAVES NATWEST SECURITIES

A weckly npdate of NATWEST's global Wirelcss Services & Wireless Equipment stocks Juns 30, 1997

L. Sines (212) 602-5741 SEI , Issue 26
ARKET RECAP: With ene tradling feft, gigggakii
M oy i ireto T arom S e e
o ¢ >3 h!, first of scversl prging imfrastuctsss orders from CELPAGE of

the ingerest smies, or taka penniss on the doller for what they M )
origiamily bid. We find it disquicting that the same bidders who bid »umw wmmmmmwm

] 'gggggﬁrﬂ nome that

SMR aucticn - which should allow NEXTEL (NXTL-$18 3¢-B) 0

aomss 10 MEz of contigeous apectam quickly - allowing Nexel
% bid for so called “lowes”™ 800 chasnals, 2 new developosent
- MOTORQLA (MOT-376 7/3-H) asscuscad orders for nearly
$250 million of wirciess infraswecture, including $65M for 3 GSM

E?—Oﬂ% vgg.ﬂgnﬂ_

’I’li gfll
The ADR st Oolansy
Jofirey L. Kimes, Talecomunerications Analyst
Wissline: Off 212) 602-5741

Wissiess: (917) 731-0030; Page (800) 207-6297




TELECOMMUNICATIONS SERVICES RICHARD PRENTISS
July 8, 1987 - Initiation of Coverage (813) 573-3800 x2567
Tom STASZAK
RESEARCH ASSOCIATE
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OMNIPOINT CORPORATION - --— - - .~
o — RATING: BUY (1
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RECURY STRPIE Y CEOVEli :

EPS (Fy=Dec) _1980A(m) 19865 %

Q1 (Mar) $(0.38) S$(1.02)A §(1.82) a -
(Jun) (047)  (1.36) (1.85) »

Q3 (Sep) (055 (164 (198 | | .

Q4 (Dec) Jd121) _(249) _Q7I) _—
Full Year $(271) $(851) $(8A4)

Revenues (mi)  $0.5 $68.7 $435

EBITDA (m2) $(84.8) $(184.6) $(140.5) - _—

mnmmummmuhuyu MOWMMM1W.

¢ WE ARE INITIATING COVERAGE OF OMMPOINT WITH A BUY (1) RATING AS ITS
INTERNATIONALLY ACCLARAED SENIOR MANAGEMENT TEAM IMPROVES COVERAGE IN
NEW YORK AND PREPARES TO LAUNCH SERVICE IN PHILADELPHIA.

¢ AS A PIONEER'S PREFERENCE WINNER AND SMALL BUSINESS, OMPT ACQUIRED ITS
LICENSES AT A DISCOUNT OR WITH VERY FAVORABLE GOVERNMENT FINANCING. ITS
LARGE, LUCRATIVE MARKETS HAVE HIGH POPULATION DENSITIES AND INCLUDE
INTERNATIONAL CITIES THAT MAKE OMMIPOINT AN IDEAL PARTICIPANT IN THE
CONTINUED CONSOLIDATION OF THE GLOBAL TELECOMMUNICATIONS INDUSTRY.

2 MFCCBMYWMGWEWOFTHEM

. NG Wemmrmwnsnmnm.ounmn-mn
PRICE OF $27 COULD IMPROVE BRUAUS - ERIS
OR SLOWER TO MATERIALIZE COMPETITION.

¢+ COMBINING THIS WITH THE POTENTIAL OF ITS TECHNOLOGY BUSINESS, “BASEBALL
f TRADING CARD™ LICENSES AND CURRENT 71% UPSIDE TO OUR TARGET PRICE
I PROVIDES WHAT WE BELIEVE 18 A COMPELLING REASON YO INVEST IN OMNIPOINT,

0 1957 Raymond Jamas & Assacintes, ne.
ames Finanelul Center
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